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Summary

This thesis aims to investigate if and how the attention towards stakeholder
groups affects ability and strategy of firms and corporates on innovation and
performances.

The framework of the Stakeholder Theory is assumed as reference for the
origin and concept of Corporate Social Responsibility. On this basis, specific
attention is dedicated to empirical studies on a database created by the research
group at the University of Genoa in cooperation with the Italian Ministry of
Economic Development. The data of the firms are analysed by means of
clustering techniques and bivariate probit model

Results offer implications from both theoretical and practical points of views.
In particular, the links between practices in Corporate Social Responsibility and
corporate innovation are empirically confirmed and economically addressed, also
putting into evidence how commitment in Corporate Social Responsibility
initiatives increase the probability to innovate in product and in process. The
results outlined in the thesis show that a holistic approach towards Corporate
Social Responsibility is the key factor in order to the achieve effective
performance of innovation and to foster product and process innovations. Firms
are expected to implement Corporate Social Responsibility practices in all
Corporate Social Responsibility areas, without neglecting any stakeholder and, in
the ideal situation, the innovation outcomes and the firm performances results
closely linked to the ability of firms to anticipate and meet the stakeholder needs.

Finally, beside the insights to corporate strategies, the thesis offers a
methodology to support banks in the calculation of default probability of firms by
exploiting the positive inter-linkage between Corporate Social Responsibility and
finance and risk. Based on Basel Standards and including fields monitored
through Corporate Social Responsibility indicators, the proposed approach allows
understanding of corporates’ capabilities to create value and demonstrate low risk
of claims, fines and default.
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Overview

The present thesis is set against the background of the studies on CSR that try
to identify its effect on the financial performance. The lack of consensus on
results induces to consider intangible resources (e.g. innovation), in order to
investigate more deeply the relationship between the two terms.

Specifically, the present work aims to contribute to the knowledge of the
relationship between CSR and corporate performance through the analysis of
literature review and by means of a quantitative analysis applied to manufacturing
sector. The former allows identifying some critical methodological issues for
which it is assumed potential paths of improvement. Among these econometric
models are adopted. The analysis conducted takes as its starting point the studies
investigating on the one hand the link between CSR, splitting into a set of
domains inflected according to stakeholder groups, and product and process
innovations; on the other hand the link between CSR, in the same previous form,
and financial performance.

The structure of the thesis is as follows.

The first chapter describes the evolution of the concept of the CSR over the
course of different periods of development of the concepts. Specifically, I focus
on theoretical framework forming the basis for the social responsibility. There is
no consensus about a unique definition, which encloses all concepts for CSR, and
therefore several definitions are advanced depending on the institutional
development, awareness about social issues and organizational behaviour.
Throughout this chapter, one can see how CSR is integrating in the management
sciences with new frameworks and the ties with organisational behaviour are
advancing.

The second chapter highlights the importance of stakeholder theory into
perspective as interpretative framework for tie between CSR and corporate
performances in terms of financial resources, product and process innovations.

In this chapter, starting from the conceptual framework proposed at the first
time in the 1960s and advanced until 1980s, several definitions of the term
“stakeholder” are provided. Therefore, by fixing some essential parameters of the
theory, I trace the main similarities existing between CSR concept and stakeholder
view. In particular, I highlight the most important analogy between the two
notions, thus the need of reconciling societal interests with those of business.
Finally I present various subthemes of the CSR and the role that the stakeholder
theory view plays in the discussion.

The third chapter reviews the quantitative researches concerning the
relationships under investigation with the aim to highlight the main results
reached. As far as connections existing between CSR and financial performance,
from literature emerges the lack of final evidence about the improvement of the



economic performances as a result of the implementation of CSR strategies.
Indeed, several papers don’t reveal a positive and significant correlation between
financial performance and social responsibility. In addition, the scientific
community remains sceptical even about those works that report partial results,
and state that socially responsible practices affect corporate performance with
some limitations. The literature analysis has allowed concluding that the tie
between the two parts varies depending on CSR dimensions, CSR assessment
criterion, analysis context, sample under investigation and applied method.

As far as the link between CSR and innovations, the chapter develops an
investigation of the fit between the two concepts through a theoretical discussion
that advances a conceptual understanding of the relationship. Even then, the
analysis of the literature reveals that the impact of CSR practices on innovation
depends on some CSR features such as type of reaction, degree of development,
and field of activity.

The fourth chapter defines the objectives and formalizes them in order to
outline the research questions. The chapter continues with the context analysis,
which leads to the development the hypotheses, tested by means of the
methodologies described hereafter.

In the fifth chapter the results are presented and discussed. Specifically I
report the measures aimed to evaluate the accuracy of the models, but also those
aspects of econometric models regarding estimation and hypotheses test.

The findings reached confirm substantially the research hypotheses. Indeed,
they verify that the probability of innovating in product and process increases
significantly for those firms involved in CSR initiatives with broad commitment.

Again, the analysis of determinants of innovation proves the CSR domain that
mostly affects the probability to innovate is related to Employees domain,
confirming the conceptual arguments.

Furthermore, the results show the positive inter-linkage between Corporate
Social Responsibility and finance and risk.

Finally, the sixth chapter presents conclusions that emerge from the
interpretation of results, also with the respect to theoretical developments. The
potential implications, theoretical and practical, of the present work are also
explained in conjunction with limitations. In this regard, the definition of some
proposals for improving future research for social responsibility are supported by:
considerations expressed about the evolution of CSR in recent years; results and
limits highlighted by literature analysis; and quantitative application to the
selected sector support.



Chapter 1

The genesis of Corporate Social
Responsibility

1.1 Introduction

The gradual reconsideration of the company nature and activity led to the
recognition of the importance of the responsible management in the business
conduct, both by companies and institutions, in line with the aims of the
sustainable development.

The sustainable development concept was expressed for the first time in 1987,
during the presentation of the report “Our common future” by Brundtland®?,
president of the World Commission on Environment and Development, WCED.

The definition given 30 years ago and still accepted is the following:
“Humanity has the ability to make development sustainable to ensure that it meets
the needs of the present without compromising the ability of future generations to
meet their own needs.” This definition holds the awareness that the natural
resources are limited, therefore they have to be taken with responsibility.

Three are the fundamental components of the sustainability: economic, means
the ability to generate revenue for the people's livelihoods; social, means the
ability to guarantee human wealth fairly distributed for class and gender;
environmental, means the ability to preserve quality and reproducibility of natural
resources. The space intersecting the three components is theoretically the
sustainable development.

The corporate management following this growth and development prospect
observes the ways of the corporate social responsibility (CSR).



1.2 The origin of the CSR concept and its evolution in
Business Practice

The expression “corporate social responsibility” was employed in so varied
contexts enough to become meaningless. Therefore, now, half a century on,
debate has not established a unique broadly shared definition of CSR. Several
ideas and practical techniques were encompassed within the CSR research, such
as corporate social performance (Carroll, 1979; Wood, 1991)*@!: corporate
social responsiveness (Ackerman, 1975; Sethi, 1975)®"®); corporate citizenship
(Wood and Logsdon, 2001; Waddock, 2004)(217)(206); corporate governance (Jones,
1980)''?; corporate accountability (Zadek, Pruzan, and Evans, 1997)@'¥;
sustainability, triple bottom line (Elkington, 1994)®®; and corporate social
entrepreneurship (Austin, Stevenson, and Wei-Skillern, 2006)"?. All these ideas
represent different standpoints from which one can examine the CSR concept,
which was elaborated in the last fifty years. The common element to each of those
is the intention to consider among the purposes of firms also social concerns
besides those financial. This regards the arguments about the goals of the firm and
the means to match those objectives.

Hereinafter I will expose the evolution of the CSR concept. Specifically, the
attention is devoted to theoretical framework underlying the social responsibility.

Around the world, scholars, institutions and practitioners have already begun
to investigate the different facets of this concept both theoretically and
empirically. Enlarging the corporate responsibility from shareholder view to its all
stakeholder approach leads firms to assume different roles for its different players.
Shortly, the three words included in the expression CSR can be explain as follow:
“Corporate”, encompasses the large range of businesses, “Social” regards the
local community within which organizations operate and finally
“Responsibilities”, are inherent to both terms of relationship.

The genesis of CSR

\_ J
4 N ™\
The research on
CSR: from
theoretical
construct to the
empirical evidence

The origin of the CSR concept and its evolution in Business
Practice

. AN J
' N A
Period of Period of Period of issue and Period of
philanthropy era awareness era debate era responsiveness era
" J J

Figure 1: Classification of growth of CSR in eras.



One can uncover for centuries clues of the business community’s concern for
society, especially from the early 1920s. However, the theme is become very
popular and was widely discussed in the literature (Bowen, 1953)"® over past six
decades. Primarily, the discussion regarded organizations that had a social
responsibility and extended the accountability of their performance.

According to CSR concept, social responsibility regards social forces, which
are present in both a capitalist and socialist society. These social forces are
empowered to address companies towards a path of social responsibility. Indeed,
they have an enormous influence on the continued existence of companies, and
believe that the company activities have a fundamental impact on the external
environment, therefore imposing companies to take responsibility for greater
groups than simply its shareholders.

The idea that business has some social responsibilities appears for the first
time about past three hundred years ago in “The Wealth of Nations” by Scottish
philosopher and economist, Adam Smith. According to Smith, though people
participate in commerce or business for selfish (Invisible Hand) reasons, the
society as a whole can get advantages with positive or negative externalities.
Invisible hand represents the hidden instincts of human nature that drive
behaviour. Yet, the invisible hand can create a spontaneous and healthy social
order, if it is addressed towards adequate human institutions (Jonathan, 2007)"'.
This means that the corporations should also improve the welfare of the society by
preserving and feeding the interests of it.

The concept of business ethics or corporate philanthropy emerged in 1920s by
means of concepts of public service (Smith, 1759)"*” and trusteeship (Clark,
1939)“Y. Further, in 1953 Bowen provided formally the meaning of
Businessmen’s social responsibilities, laying the basis for the modern concept of
CSR. Furthermore, through the concept of “stewardship”, Friedman (1970)""
contributed to improve the Smith’s thought on CSR. However, in 1980s the
concept of CSR encompassed the wider concepts of social responsiveness and
corporate citizenship, which referred to corporate social performance (CSP),
widely examined by many authors.

Since 1980s the stakeholder theory (Freeman, 1984)” enriched the CSR
concept contributing to understand the relationship between CSR and sustainable
development during 1990s.

At the time, several guidelines, regulations and principles arose for
implementing CSR as a best practice by corporations. As consequence, during
2000s, a new domain, called the Triple Bottom Line, was developed. This
construct underlies the modern concepts of CSR as corporate citizenship and
corporate stakeholder responsibility.

Bowen introduced the social responsibility concept in the academic research
in 1953 during his seminal work titled: “Social Responsibilities of the
Businessman”.

Specifically, Bowen wondered, “What responsibilities to society may
businessmen reasonably be expected to assume?” and started to define the social
responsibility as “... it refers to the obligations of businessmen to pursue those



policies, to make those decisions, or to follow those lines of action which are
desirable in terms of the objectives and values of our society”. Bowen’s work was
based on the idea that, around that time, some hundred largest companies had a
great deal of power and decision-making, and with their activities they could
affect the lives of citizens in many ways, as observed also by Carroll (2006)"?.

Another relevant contribution to the definition of social responsibility comes
from Frederick (1960)°Y, who affirmed: “social responsibility [in the final
analysis] implies a public posture toward society’s economic and human resources
and a willingness to see that those resources are utilized for broad social ends and
not simply for the narrowly circumscribed interests of private persons and firm”.

Frederick (1960)©Y highlights three main ideas of trusteeship and corporate
philanthropy. In his idea, corporate managers have: to assume the role of public
trustees, to respond to competing requests with respect to corporate resources,
and, to recognize the philanthropy as the way by which business supports good
causes.

According to Murphy (1978)"*”, the 1950s represent for CSR the
‘philanthropic’ era, because companies essentially made charity. The decade of
the 1960s witnesses the attempt to formalize the definition of CSR. Even if the
most important demonstration of CSR was yet the philanthropy. Davis (1960)°"
defined CSR as: “Businessmen’s decisions and actions taken for reasons at least
partially beyond the firm’s direct economic or technical interest”. Still, Walton
(1967)?*® also contributed to many aspects of CSR, by providing a new concept
of social responsibility, which highlighted the interaction between the corporation
and society. According to Friedman (1962), CSR concept consisted in the
social responsibility that business was supposed to take using efficiently its
resources and doing activities thought to increase its profits in accordance with the
rules of the game, within an open and free competition without deception or fraud.
However, the expression “corporate social responsibility” came into the common
use in the late 1960s and early 1970s, after the formulation of the term
“stakeholder” by many multinational corporations. The term “stakeholder” was
used to describe those on whom an organization’s activities have an impact and,
further, corporate owners beyond shareholders (Freeman, 1984).

The decade of 1970s marked an important enlargement of the concept of
CSR. Indeed, new concepts were introduced such as corporate social
responsiveness (Ackerman, 1973)®; Ackerman and Bauer, (1976), and
corporate social performance (CSP). In the beginning of 1970s, Friedman
(1970)7 stated that the social responsibility of business consists in pursuing its
profits through the shareholder value maximisation, approach know as capitalism.
He further expanded the capitalism themes using social responsibility concepts:
“there is one and only one social responsibility of business - to use it resources
and engage in activities designed to increase its profits so long as it stays within
the rules of the game, which is to say, engages in open and free competition
without deception or fraud.”

The scholars from psychology and philosophy tried to explain CSR by means
of upscale concepts. For example, Johnson (1971)"'? describes CSR as typical



knowledge where “a socially responsible firm is one whose managerial staffs
balance a multiplicity of interests. Instead of striving only for larger profits for its
stockholders, a responsible enterprise also takes into account employees,
suppliers, dealers, local communities, and the nation.” Later, Sethi (1975)"%%
differentiates CSP, CSR and corporate behaviours by defining the “dimensions of
corporate social performance”, “social obligation”, “social responsibility”, and
“social responsiveness”. He further maintains that the social responsibility assures
the compliance of the corporate behaviour with principal social norms, values,
and performance expected. Hay and Gray (1974)®” conceptually identified three
historical phases of social responsibility notion: “Phase I, the profit maximize
style; Phase II, the trusteeship style; and Phase III, the quality of life style. Phase
III values will become more accepted by business managers of the future.”

Carroll (1979)* developed a conceptual model of CSP in which a four-part
definition of corporate social responsibility was included.

Carroll suggests connecting three distinct aspects of CSP. The first question to
which we should give an answer concerns the real our responsibility, and if it goes
beyond economic and legal issues. The second question regards the social areas in
which we should have responsibility (environment, product safety, discrimination,
etc). Finally, we should ask us what is the right attitude for responding, reactive or
proactive? According to Carroll, “for a definition of social responsibility to fully
address the entire range of obligations business has to society, it must embody the
economic, legal, ethical, and discretionary categories of business performance.”

The four parts framework of CSR as defined by Carroll (1979)*” was widely
adopted during this period and encompasses all duties business have toward the
society: economic, legal, ethical, and discretionary. Furthermore, Carroll
highlights that each responsibility is one part of the total social responsibility of
business, providing a definition that fully covers the societal expectation from the
business.

Though all these responsibilities there have always been together, around the
time greater importance was given to economic and legal aspects rather than those
ethical and discretionary. Yet, every business has economic, legal, ethical,
discretionary reasons included in it. In fact, the four areas serve to categorize
motives or actions as primarily one or another of these four kinds.

Economic responsibilities are the first social responsibilities of business, even
if their nature is economic. Really, the business institution has a responsibility to
create goods and services that society requires and to gain profit from them. All
other motivations of business are based on this assumption. As regards the legal
responsibilities, society expects business to satisfy its economic objectives in
accordance with the law. Ethical responsibilities are among the most difficulties
for business to deal with, because what is and is not ethical isn't clear defined but
these types of responsibilities refer to the expectations of society that business has
to fulfil over and above legal requirements. Finally, discretionary responsibilities
are those assumed voluntarily, indeed the decision to take these responsibilities is
driven only by business’s wish to carry out social roles not mandated, not imposed



by law, and not even generally expected of businesses ethically. An example of
voluntary activity is making philanthropic contributions.

In 1991, Carroll advanced his conceptual model of corporate social
performance (CSP), defining specifically the discretionary component as
philanthropic. Furthermore, he suggested depicting these four categories or
components of CSR through a pyramid (Figure 2)

PHILANTHROPIC
Responsibilities

Be a good corporate citizen.
Contribute resources
to the community;
improve quality of life.

ETHICAL
Responsibilities

Be ethical.
Obligation to do what is right, just,
and fair. Avoid harm.

LEGAL
Responsibilities

Obey the law.
Law is society’s codification of right and wrong.
Play by the rules of the game.

ECONOMIC
Responsibilities

Be profitable.
The foundation upon which all others rest.

Figure 2: The Pyramid of Corporate Social Responsibility.

The pyramid illustrates four kinds of responsibility, starting from the basic
building block concept that economic performance lays the foundation for all else.
At the same time, business has to comply with the law because the laws codify the
behaviours society accepts or doesn’t accept. Next is business's ethical
responsibility. This represents the duty to do what is right, avoiding to detriment
of stakeholders (employees, consumers, the environment, and others). Finally, the
obligation to be a good corporate citizen is enclosed in the philanthropic
responsibility. In fact, concerning this component, business has to act on the
financial and human resources for enhancing the quality of life for the
community. According to Carroll, the components in which total CSR is separated
are not mutually exclusive, and instead they have to be taken into account together
without giving priority to a firm's economic responsibilities with respect to its
other responsibilities. Briefly, as stated by Carroll: “the CSR firm should strive to
make a profit, obey the law, be ethical, and be a good corporate citizen.”



)7 affirmed that the primary objective of a

In contrast, Friedman (1970
company is to pursue the profit. Therefore, in his view, the sole business

responsibility is to enhance shareholders’ wealth.

In the 1980s several themes such as corporate social responsiveness, corporate
social performance, public policy, business ethics, and stakeholder theory and
management contributed to redefine the core concept of the CSR.

At that time the CSR debate focused on how it could define socially
responsible behaviour. Jones (1980)"'? stated that CSR is a process, rather than a
set of results. Later, Muirhead (1999)"*" defined the period from the mid-1950s
to mid-1980s as a period of “growth and expansion” of corporate contributions.

Further, in 1981 Tuzzolino and Armandi (1981)"*® presented a taxonomic
construct to evaluate corporate performance, providing a criterion to control its
social responsibility. They argued that CSR could be made operational within an
organizational-need hierarchy.

During the 1980s’, stakeholder theory and business ethics, by Freeman
(1984)” and Wartick and Cochran (1985)%% respectively, contributed to
advance the theme of CSR considerably.

In 1984 Freeman argued that: "Our current theories are inconsistent with both
the quantity and kinds of change that are occurring in the business environment of
the 1980s...A new conceptual framework is needed.” to get through this event, he
proposed a stakeholder approach to CSR, by enlarging the concept of business
beyond its traditional economic basis, and defining stakeholders as those groups
or individual who are influenced by or can influence the fulfilment of an
organization’s goals. Therefore, he considered CSR as company stakeholder
responsibility, having four levels of commitment to this new CSR. Furthermore,
he introduced ten principles for implementing this approach.

Wartick and Cochran (1985)“%” considered social concerns management in a
corporate social performance view and suggested to employ the corporate social
performance model for business and society study. During this period studies
exploring the relationship between CSR and firm profitability were also
developed. Epstein (1987)°” connected the definition of CSR with social
responsibility, responsiveness, and business ethics concepts. In its view these
three concepts are strongly interrelated, therefore CSR can be thought as: “CSR
relates primarily to achieving outcomes from organizational decisions concerning
specific issues or problems which (by some normative standard) have beneficial
rather than adverse effects on pertinent corporate stakeholders. The normative
correctness of the products of corporate action has been the main focus of
corporate social responsibility.”

In 1980s the stakeholder theory began to catch on. Unlike other theories it
explained the concepts of CSR using a more holistic approach. According to this
approach the relationship between a company and its stakeholders is reciprocal,
that is, the stakeholders collaborate with company to fulfil their interests and, as
consequence, the company acknowledges them several benefits.



The main contributions are from Freeman (1984, 1994)”7% Evan and

Freeman (1988)°", Donaldson and Preston (1995)°%, Freeman and Phillips
(2002)™, Phillips et al. (2003)"* who introduce the idea of fiduciary duties
towards the stakeholders of the firm. Furthermore, this theory is related to moral
theory such as Kantian, Utilitarianism, theories of justice, and so on.
Organizations like The Global Sullivan Principles and UN Global Compact
think CSR regards universal rights, and it has to be figure out within the context
of human rights, labour rights and respect for the environment that a company is
expected to have. Several authors then used this stakeholder theory for developing
some new CSR models. These are: sustainable development, stewardship theory,
triple bottom line, DNA of CSR2.0 model, practitioner-based model of societal
responsibilities, value creation model of CSR and consumer drive corporate
responsibility. Furthermore, stakeholder theory is expanded thanks to sustainable
development theory. The concept underlying the sustainable development
(“development that meets the needs of the present without compromising the
ability of future generations to meet their own needs”) represents the integration
of innovation and conservation. In fact, innovation captures the changes, while
socio-economical systems are maintained in order to preserve the eco-system.

1.3 The research on CSR: from theoretical construct to
the empirical evidence

Muirhead (1999)"'*" called the period from the late 1980s to the 1990s as
“diversification and globalization”, in the corporate contributions sense. Because,
at this period, corporate philanthropy diffused significantly using the pyramid
model proposed by Carroll (1991)°” and some new models, such as triple bottom
line, value creation model of CSR and the model of consumer driven corporate
responsibility, began to emerge.

Around this time Davis, Schoorman and Donaldson (1997)“? introduced the
concept stewardship, which sees managers as “stewards” of corporate assets, by
meeting interests of shareholders and stakeholders.

In contrast to the agency theory that argues that maximisation of shareholders
interests requires separation of board chair and CEO, stewardship theory argues
shareholder value maximisation is achieved by shared positions of board chair and
CEO (Donaldson and Davis 1991)®%.

Elkington (1998)°® developed a concept of triple bottom line (TBL)
exploiting stakeholder theory to measure the impact of CSR on the economic,
social and environmental performance.

Around this time, global companies began to make corporate giving and to
consider corporate social performance as a more comprehensive measure of
performance. Most of the research in 1990s advanced the themes of: CSP,
stakeholder theory, business ethics, sustainability and corporate citizenship.

In 1990s, the CSR concept continued to expand in the field of business
practice. CSR started to speak about community involvement, socially responsible
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products and processes, and employee relations. In 1992, a non-profit organisation
called Business for Social Responsibility (BSR) was established to bring forward
the initiatives and practitioners acknowledged responsibility for CSR in their
companies. BSR included in the definition of CSR by several themes such as
business ethics, community investment, environment, governance and
accountability, human rights, marketplace and workplace. Then, it also argued
terms such as corporate citizenship, business ethics, corporate accountability and
sustainability could be employed as synonymous for speaking CSR.

In the 1990s several companies have acquired reputations for their CSR
practices. Only to name a few large companies: Nike, Coca-Cola, UPS, IBM, Levi
Strauss & Co., McDonald’s, etc.

Business ethics/ Corporate Social Corporate Social Corporate
Corporate Responsibility Performance/ Stakeholders
Philanthropy Stakeholder theory Responsibility
) 1950 ’ 1980 ’ 2000 ’
1925 o 1965 ° 1990 S
Business Responsibilities/ ~ Corporate Social Sustainable
Businessmen’s Social Responsiveness. Development/
Responsibilities TBL

Figure 3: Historical evolution of CSR.

Twenty-first century was marked by the passage from theoretical conceptual
model to the empirical quest of the themes like stakeholder theory, business
ethics, sustainability, and corporate citizenship. This new approach permits to
introduce issues concerning corporate social responsiveness, issues management,
and stakeholder management. Further, an important line of literature presented
CSR as a mean to know corporate involvement to social issues and communicate
within the context of signalling models. These frameworks essentially affirm that
CSR activities can possibly communicate important information about an
enterprise to an uninformed actor, because they are affected with cost and hence
can be used as a signal to reduce the asymmetric information premium (Jones and
Murrel 2001)"9.

Schwartz and Carroll (2003)%? proposed a new three-domains model
reviewed. In fact, they reduced again the four categories to three: economic, legal,
and ethical. Stormer (2003)""*" suggested to overcome the stakeholder model and
consider, instead, an inter-systems model of business. In effect, corporations are
not autonomous or independent units, but they are part of the communities that
generated them (Solomon, 2004). This entails to pass from the ‘egoic’ perspective
of the self as alienated to the ‘postegoic’ perspective of the organization self as
interdependent (Driver 2006)°%.

During the twenty-first century several global organisations worked to
develop best practices in CSR. Among these, for instance, Organization for
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Economic Co-operation and Development (OECD) produced the guidelines in
corporate social responsibilities (OECD 2001). The first version of the guidelines
of OECD on CSR in 2001 included voluntary initiatives for its member countries.
Also in fields of application such as labour standards, environment, human rights,
and fighting bribery, one could detect several differences about involvement and
management. Furthermore, research works favoured theoretical and managerial
claims according to which “not only is doing good the right thing to do, but it also
leads to doing better” (Bhattacharya and Sen, 2004; Kotler and Lee, 2005)" (%),
Perrini (2005)"°” examined non-financial disclosure of CSR from corporate
social, environmental and sustainability reports for ninety European companies
and concluded that companies’ disclosure is related to operational efficiency,
environmental protection, quality & innovation, open dialogue, skill development,
and responsible citizenship.

Further, Habisch et al. (2005)°" documented the perspectives of CSR
development across Europe and argued that CSR is one of the most important
topics for discussion for business people, politicians, trade unionists, consumers,
NGOs, and researchers. In his work for UK, Moon (2004)"*® showed the
evolution of CSR within governance of society in the country, and proved how
this evolution favoured the diffusion of CSR in the European Union.

Respect to the US, the concept of CSR in Europe is strictly linked to
stakeholder responsibility. In this regard, Lyndenberg (2005)"* noted that the
deployment of CSR in Europe was seen as driven by “a long-term re-evaluation of
the role of corporations in society”.

The sustainable development theory included the theories and concepts until
the 21st century, enhancing the concepts of CSR and triple bottom line. For
instance, the stewardship theory was encompassed into the triple bottom line by
Aras and Crowther (2009)” in order to formulate sustainable development model.
The model shows the effect mutually reinforcing of financial, social and
environmental resources to ensure sustainability. By pointing on internal and
external interests of a company, the authors highlight four aspects of CSR as
follows: economic aspect, to justify the company’s existence; social aspect, to
combat poverty and preserve human rights; environmental, to maintain the nature
for future generations; organizational culture, to match the corporate and social
values with those individual.

By merging stewardship theory with triple bottom line, new models such as
the DNA of CSR 2.0 model, practitioner-based model of societal responsibilities
and consumer driven corporate responsibilities model were developed. Visser
(2011)“* argued that for shifting from CSR 1.0 to CSR 2.0 was needed to
straighten the current trends of many of the world’s most crucial social,
environmental and ethical issues. According his opinion, a transition from the
classic concept of CSR as “corporate social responsibility” (called CSR 1.0), to a
new CSR (called systemic or radical CSR, or CSR 2.0) labelled as ‘corporate
sustainability and responsibility’ happens. The new CSR 2.0 is based on five
principles (creativity, scalability, responsiveness, glocality and circularity) and
underpins a new DNA model of responsible business, developed starting from
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four elements of value creation, good governance, societal contribution and
environmental integrity.

A practitioner-based model of societal responsibilities provided managers'
views from a CSR perspective specifically speaking. According to Pedersen
(2010)"°® the attention on the triple bottom line approach highlights a more
practitioner-based model of social responsibilities. Furthermore, this stresses the
different facets in managers’ views of CSR. In fact, some managers assume
towards CSR a reactive approach and therefore they apply CSR only to respect
responsibility and avoid risk, whereas others managers adopt a proactive approach
because they interpret CSR as an attempt to realize broader change in society.
This approach intends the responsibilities of a company for products, people and
environment not only as internal operations, but also as a way for creating value
for the stakeholders rather than only for shareholders. Although practitioner-based
model is inspired by stakeholder theory, it does not give stakeholders’ interests
the same importance and considers CSR as a core business activity of a company.
Yet the managers think that employees and customers are more valuable than the
other stakeholders. Starting from stakeholder theory Gholami (201 1)®? elaborated
value creation model, according to which the value creation for an organization
and society is lead by synergy between them because of the tie between CSR and
corporate performance, which encompasses financial and non-financial
performance. Furthermore, Gholami (2011)®” drew on also Carroll’s (1991)¢”
pyramid model that assumes that economic, legal, ethical and philanthropic
responsibilities are to be provided by a company to create value for organization
and society.

In addition to the concept, measurable indicators for each of the themes of the
pyramid were explained under the value creation model proposed by Gholami
(2011)®7.

Gholami (2011)®” proposed, within value creation model, indicators of
economic aspect as personal saving rate, business saving rate, inflation rate and
manufacturing lead time; indicators of legal aspect as anti-trust law, labour
training law, taxation law and human rights; whereas ethical aspect regards codes
of conduct, corruption and money laundering matters. Also, as key indicators for
philanthropic aspect, Gholami (2011)®” advised donor acquisition, donor
attrition, stewardship calls and gift processing time. The value creation model has
as independent variables: economic, legal, ethical and philanthropic aspects; as
control variables: organizational dimensions of culture, technology, centralization
and training; and as dependent variables: classical measures of corporate
performance such as return on investment (ROI), return on equity (ROE), return
on asset (ROA), operating income (OI) and non-financial corporate performance
encompassing access of capital, business value, business savings, social value.

Finally, Claydon (2011)*” developed the model of consumer driven corporate
responsibility which, like value creation model, was shaped by Carroll’s pyramid
model, and like it, considers that main aspect of a company is economic one.
Furthermore, the model merged the concept of sustainability with the sustainable
development theory, stating that at the aim to result sustainable, a company has to
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maintain profitability. Yet, sustainable profitability can be obtained thanks to
ethical and responsible behaviours towards its consumers, which represent the
most important stakeholders. This model confirmed that CSR allows to obtain
competitive advantage for a company where customer base is not well-
consolidated, but also to preserve profitable situation in the event in which the
customer base is consolidated and customers continue asking company for CSR.
Therefore, the company has to fulfil the CSR demand in order to maintain its
reputability and profitability. This model highlights a cycle; in fact, CSR
implemented by a company will entail an increase of customer base to which
corresponds an increase of profitability. Then the profitability from CSR in turn
entails a greater reputation, which enlarges customer base. A higher customer
base entails the increase of consumer demand for CSR, and then it grows CSR
implemented by the company.
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Chapter 2

Corporate Social Responsibility
and Stakeholder Theory

2.1 Introduction

Within the conceptual framework proposed at the first time in the 1960s and
advanced until 1980s, several definitions of the term “stakeholder” were provided.

The term "stakeholder" is employed in different means according to the
context. In general terms, "stakeholder" is synonymous of "citizen". We mean
saying that "stakeholder" refers to who takes part in the public life. Among the
specialist, the term "stakeholder" comprises all of those persons who don't belong
to the shareholder category. Simply put, the term "stakeholder" indicates who has
a "stake", that is an interest toward something and, in larger terms, "stakeholder"
is who participates or takes part in something. The term "stakeholder" is stemmed
by analogy with the term "stockholder", which identifies those who divide the
profits, that is the shareholders. The term want to highlight that parties different
by stockholders have a role and an interest in the firm activities and that those
should be acknowledged. The term refers to individuals and groups of individuals
necessary to the continued survival of the firm; hence they are called to participate
directly in decision-making processes. But based on this definition it is not clear
from which point of view the question of the survival should be pose (from that of
the firm or from that of the stakeholder). So for the Swedish administrative
research school of the 1960s, represented by Rhenman and Stymne (1965)"'7", the
notion of stakeholder should be characterized by a relationship of reciprocity. In
fact, stakeholder depends on the firm for fulfilling its own goals, but the firm
depends on stakeholder for its survival.

The term stakeholder appeared for the first time at a conference held at the
Stanford Research Institute in 1963 to speak about "all groups on which an
organization is dependent for its survival". Yet, 20 years later the term became
popular thanks to Freeman (1984)®”. Freeman employed the term to refer to “an
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individual or group of individuals which can affect or be affected by the
achievement of organizational objectives.” In such a way, only who cannot
influence, for incapacity, and who is not influenced by the actions of an
organization, for lack of relationship, is not included in this definition. However,
it should also be said that the corporation might influence a stakeholder, yet it
might not have the capacity to influence in turn. Nevertheless, potentially it might
collaborate or threaten the organization. Furthermore, even if the term is often
strictly related to the private sector and the corporate world, it can also be
associated with the link between the business world and public life. In fact, it
underlines how several interests cannot be separated, because the corporations act
in an environment that is not only economic and legal but also social, political,
cultural, and ecological. Really, for establishing who is a stakeholder is necessary
to carry out an analysis about the situation of a corporation. In the public
discussions or in the discussions on corporate management, generally the
stakeholder is an actor involved in a project. This concept is brought together with
a family of concepts crossing several social sciences. If you see the stakeholder
theory as the intention to change the mode by which one can approach to the
governance, therefore decision-making, acting and whishing are to be included in
a project. As a consequence, you can say that the theory evidences the arguable
character of the differentiation between those who have rights and those who have
not them.

Mitchell et al. (1997)"*” proposed ceasing the debate around the meaning and
definition of stakeholders, answering to the question on who really have
importance for the firm. According to this view the stakeholder theory is to be
considered only in a perspective of usefulness to the corporation.

Starting from these controversial points, the discussion is evolved and the
term has acquired a wider significant, becoming a concept, and later a problematic
of strategic management, that has provided a considerable scientific production.

Between the years in which “Strategic Management: A Stakeholder
Approach” was published, and 2010, which was marked by “Stakeholder Theory:
The State of the Art, Strategic management, and Stakeholders”, various ideas
were delivered, showing how interesting the theory is.

The concept of stakeholder underpins a theory, emphasizing analytically the
corporate governance and the strategic decision-making processes of the firm.

2.2 “Stakeholder” in Strategic Management: from the
Concept to the Theory

The scope of the firm and the nature of duties towards society were examined
and argued long before Freeman. After the 1929 crisis, the idea that the
corporation must balance the competing interests of different participants in order
to favour their continued collaboration begin to get ahead. There, after the 1929
crash, several companies accepted four actors as stakeholders: customers,

employees, the community and stockholders (Hummels, 1998)"'%%.
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Other authors began to care about the issue of the identity of the main groups
involved in the identity of the firm. Rhenman and Stymne (1965)"'"" perceived
the firm as a social and technical system in which stakeholders have a significant
role; Ackoff (1974, 1994)°"® was the first researcher who intuited that the simply
notion of stakeholder could be exploited, with the aim to generate a conceptual
model. Giving a representation of the corporation and identifying the goals of
organizations, he produced an early body of stakeholder theory. Ackoff thought
that the corporation was supposed to balance the competing needs of different
groups, to which it was tied, modulating its goals with the interests of those
groups fairly.

Yet, between the late 1960s and the mid-1980s, the theory received little
attention in the fields of management, strategy and ethics. So that evaluators for
publication of a Freeman's article on stakeholders suggested him to put the term
stockholder in place of stakeholder. However, the most complete version of
stakeholder theory is in “Strategic Management: A Stakeholder Approach” by
Freeman (1984, republished in 2010)®”. According to Freeman, it was necessary
to link the concepts of the organization and the corporation in order to introduce a
strategic, political and moral view, which looked for negotiation and
communication. In his opinion firms depend on third parties, which make
demands related to risk caused by economic activity. In this context Freeman
formulated the key concept (1984) of stakeholder theory: “Simply put, a
stakeholder is any group or individual who can affect, or is affected by, the
achievement of the organization’s objectives.” Still, in other words, stakeholders
are any group or individual who can collaborate with a corporation, by invoking
its strategy.

By keeping in mind these groups and their interests, whether they are internal
or external to the corporation, an organization must decide its strategies based on
the societal expectations. Much important is the theoretical framework of this
approach, because the issue has to do with deals with different groups. And the
interests of these groups cannot be seen only as sum of specific interests, but they
need to be addressed as a whole. Thus, theoretical research regarding the role of
stakeholders laid the foundations of a real analytical context in order to analyse in
a significant way the relationship between the corporation and its internal and
external environment. For continuing in this direction, Freeman made a map of
the stakeholders in a specific firm. Furthermore, he examined several potential
negotiation processes depending on particular themes about specific groups of
stakeholders. Discussion relied on dialogue, with the aim to favour free and
voluntary collaboration (Freeman, 1984).

Later, Freeman (1984)®” showed how stakeholder theory could be employed
to establish the principal views of a corporation. Examining stakeholder is
equivalent to examining the values and social issues which corporation must face.
Furthermore, the analysis of stakeholders allows corporation to evaluate not just
financial value but also its social and societal performance (Figure 4).
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Effect of Corporate Action on Stakeholder Effect of Stakeholder Action on Corporation

1. Econemic Effects 1, Economic Effects
- ¥ of members in group - Potential gain (loss) of sales
Ability 1o raise money Cost of regulation, courts, ete,
- Abllity 10 get volunteers - Costof mgmt, time
2. Technolkogical Effects 2. Technelogical Effects
none - New product Ideas

Prevent new technologies

2 Political Effects 3. Political Effects
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- Ability of group to command - Spiflover to other issues

attention
4, Social Effects 4. 50cial Effects
- Products perceived to affect = Preconceptions of firm

group adversely
oice of effectss

5. Managerial Effects 5. Managerial Effects
= Ability 1o deal directly with XYZ = Ability to make decisions
- Credibility of group's leaders - Ability to deal directly
in dealing with XYZ with consumer groups

Figure 4: Impact of the corporation on stakeholders/Impact of stakeholders on the corporation.
(Source: R.E. Freeman, Strategic Management, Pitman Publishing Inc, Boston, 1984).

With “Strategic Management: A Stakeholder Approach” (1984), Freeman
contributed not only to develop a theoretical framework (the value creation by
stakeholders versus the financial value creation), but also to provide new
approaches for realizing corporate strategy.

With his approach to the objectives of the corporation and to the way by
which corporation responds to environment in which it acts, Freeman changed the
traditional frameworks of strategy. He stated, further, that the fulfilment of the
stakeholders needs makes the firm more capable to generate profits. Shortly,
“Strategic Management: A Stakeholder Approach” represents a pragmatic
approach, in order to identify and deal with stakeholders for evolving business.
Consequently, as said by the same Freeman, stakeholder theory is an operational
theory permitting firms not only to draw up and put in practice their own strategy,
but also to assess it.

2.2.1 Yardsticks of the Theory

After 30 years of discussions and debates, it is possible stating that stakeholder
theory is fundamentally a theory of corporate strategy, adopted by researchers in
several fields that span from business ethics, organization theory to political
sociology and science.

Really, stakeholder theory acquired increasing relevance in the field of
strategy (Freeman 1984, 2001; Martinet and Reynaud 2001) 79129 WWithin this
field, stakeholder theory re-evaluates the concept of the corporation lead by
agency theory (Jensen 2000)"'* according to which the organization is to be
assessed based on only its ability to create value for shareholder.
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In 1970 Friedman” affirmed in the New York Times "the social
responsibility of business is to increase its profits". By having a financial
objective not only permits to pursuit the interests of the owners of the corporation,
but creates also a framework within which scarce means are arranged, managed,
used as well as possible (Stewart 1994)"*?. This view thinks the corporation as
production fabric, which receives "inputs" and gives back "output" through a
transformation process. Successively, the creation of value is realized by selling
these “outputs” on competitive markets (Martinet 1984)"?®.

On the contrary, stakeholder theory doesn't perceive the corporation only built
on the particular interests of its owners and stakeholders. Shareholder value (short
term) is posed against the stakeholder value (medium- to long-term). In fact, the
creation of value by means of stakeholders is a strategic choice, tending to pursuit
both survival and development objectives. But, it is obvious that if corporation has
to consider interlocutors other than shareholder, it will have more constrains
regarding resources. Due to these interlocutors, it has to develop a competitive
strategy, which covers different needs. As consequence the corporation forges a
society and not only a market (Martinet 1984)'*®. To manage strategically the
stakeholders means to guess their expectations and use them as instruments of
development of the organization. It means, further, to recognise their contribution
to the creation of value. This approach is for internal (investors, the ensemble of
collaborators) or external (consumers, suppliers, civil society, public authorities)
stakeholder to the corporation. These interests become "stakeholders" in the
strategic policies of corporation (Freeman 1981, 2010; Hitt et al. 2001)E®TOD,
The corporation thus acts also on behalf of its stakeholders (Freeman 2007)7.

The distinction between economic and social can represent an obstacle to the
corporate legitimacy. According to the capitalism, the corporation has a certain
autonomy depending on the trust, granted in advance, in economic actors. That
autonomy is also based on a trust, given in advance, in society, since the
corporation’s institutional legitimacy explains its right to make profits freely
without the need for self-justification. However, being the pragmatic legitimacy
often contested, the corporation is lead to admit its dependence on external
elements. This is an essential point of stakeholder theory, which discusses
regarding the role of business in society and how the economic dimension is
socially integrated.

Really, if the corporation is thought as existing not only in the market, but
also in society, then the sociality of the economy and the integration of
corporation in society is a natural process. This consideration is in Karl Polanyi's
“The Great Transformation” (1944)"'®. The phenomenon of globalisation has
reinforced the idea of the corporation as an embedded system. Many approaches
have been used to deal with issue, yet that adopted by stakeholder theory results
pragmatic and strategic. It is for this reason that business ethics have, in the model
of stakeholder theory, a strategic aspect.

The researchers focused on two main issues, namely the identity of
stakeholders, and who really has relevance and weight and for whom.
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The stakeholders can be a group, an organization, an association, or a subject
as for instance an aspect of the natural environment. Yet, according to this much
broad definition anything might be a stakeholder. That is why, Bowie ( 1988)17,
Freeman (1994)” and Nisi (1995)"* tried to provide a more specific definition.
In order to achieve the task, a fundamental criterion was established, with the aim
to find the third parties involved and to establish the modes for dealing with them.
This means that the strategic context and the gain of a competitive advantage
cease to have an exclusive link. Therefore, the corporation once again is view as
the core for examining sometimes conflicting expectations, stakes and interests.

Given that establishing all of the stakeholders in an organization is very
complex, some scholars have provide categories of actors, without considering
cases of specific companies.

One of the most effective stakeholder classifications is that of Mitchell et al.
(1997)"37. Their classification is developed answering to three questions: is there
a real or potential power by stakeholders that makes them capable to place their
needs in front of other groups? What is the legitimacy that they have? And what is
the urgency by which the organization has to meet their requests?

When the interests of stakeholders are in conflicting with those of either the
corporation or other stakeholders, the parties have the duty to negotiate.
Negotiation can be made with several modes based on the way in which various
stakeholders feel the situation but also the way in which they are felt.

Groups having the three attributes (power, legitimacy, urgency) are termed
definitive stakeholders and are thus part of the negotiation process. Instead,
depending on the number of attributes that various actors have, they attend in
negotiation with a different degree of engagement.

Those with two attributes, namely urgency and legitimacy, are defined
dependent stakeholders. Instead stakeholders with power and urgency can be
dangerous. Still, stakeholders with power and legitimacy are called dominant.

Those with only one attribute are called dormant (power), discretionary
(legitimacy), or demanding (urgency) (Figure 5).
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Figure 5: Stakeholder typology (Mitchell, Agle and Wood).

(Source: Mitchell, Agle and Wood, “Toward a Theory of Stakeholder Identification and Salience:
Defining the Principle of Who and What Really Counts”, The Academy of Management Review, 1997,
22/4, 874).

Less operational and less important classifications than Mitchell et al.’s
(1997)"37 exist. These classifications are based on the concept of primary and
secondary stakeholders. Some of them distinguish internal and external
stakeholders. Even if these distinctions are simplistic and don’t consider the
relational content of the theory, they result practical. However, the perspective
from which actors can be seen has a particular importance for Hill and Jones
(1992)"_ Not considering "the ubiquity of stakeholders" (Martinet, 1984)1?¥ ig
a strong limit of this classification. Indeed, it means neglecting the fact that an
employee can also be a consumer of the products he or she manufactures. Yet, a
common element to all of these authors is that discourse regards contracting
parties. In fact, the relationship between stakeholders (and not only between the
corporation and its stakeholders) falls within a non-dual explanatory framework;
therefore it isn't reduced to a discussion between the corporation and whatever is
outside to it. Hence, in its diagnostic and management approaches, the corporation
has to form uncommon alliances or to face the competing needs of individual
stakeholders.

According to Clarkson (1995)“?, there are two categories of stakeholders,
which he terms voluntary and involuntary. For the author the distinction is
between stakeholders taking on risk by means of investments of human or
financial capital and those not taking any risk. Based on this distinction,
shareholders are clearly stakeholders, as are entrepreneurs. But, this classification
is far from the stakeholder approach, which primarily distinguishes between
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stakeholder and shareholder, in an attempt to offer an alternative to the orthodox
vision of corporate governance.

Other, less important, typologies look at different categories of actors: public
actors (Tichy et al. 1997)""*Y; archetypal actors (shareholders, employees, clients,
suppliers); recognized actors (banks, insurance companies, enterprise networks,
unions, public authorities, international organizations, civic associations, NGOs);
controversial actors (competitors, the media, activists, the natural environment)
(Lépineux, 2005)'%?. Other tertiary stakeholders are those, which cannot express
themselves, such as natural elements (oceans, mountains, animals), and future
generations (Starik, 1994)"® " Some authors refer to them as silent or mute
stakeholders represented by third parties (NGOs) who argue for their interests.
Typologies and classifications serve as operational model for making decisions
and negotiating for and with stakeholders.

Yet, the limit of such classifications consists precisely in the way by which
they depict the society, namely as if it was a set of actors of varying value (or
threat) in relation to the corporation. An important element in Agle et al.’s?
typology consists in the making a hierarchy of categories of actors based on the
interests of the company. But, even if the stakeholder theory considers the actors,
it doesn't provide typologies in function of the interests and issues that the actors
express. In this sense, stakeholder theory gives a partial view of civil society,
thought as a set of conflicts for competing interests. Instead, it would be useful
examining arguments on which the motivations of stakeholders are depending, in
order to consider issues arisen beyond specific groups of actors.

The point of view from which the relationship between stakeholders and the
organization is considered changes theoretical perspectives developed by scholars.
Three approaches to the theory were provided.

The descriptive approach to stakeholder highlights a series of convergent and
divergent needs (Moore 1999)*?. Within this, it depicts new forms of
organization (multinationals, transnational companies, subcontracting networks
and associations) representing multiple interests (Kochan and Rubinstein
2000)"™. Tt considers the relationships between the organization and the
environment, assuming the existence of an environment as an objective given,
which exerts forces towards the organization that the same organization cannot
control (Desreumaux and Selznick 2009)°®. Yet, in order to smooth the
distinction between the organization’s internal environment (components), and its
external environment (degree of complexity, stability, availability of resources),
the theory offers different organizational levels (intra, inter, external). Even if this
approach has an explicative nature, it can be adopted as a methodological
framework (Caroll and Bucholtz 2000)*". Furthermore, it represents a decision-
making tool for directors; in fact while the identification process of stakeholders
occurs, attempts are being made to manage the stakeholders detected.

The instrumental approach looks for address the relationship between
company and stakeholders, putting in agreement profit and performance of the
company with other interests, which affect it either directly or indirectly. Its
strength is in to measure relative influence of stakeholders (Jones and Wicks,
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1999)"* considering together the triple bottom line and the interests of the
company and assuming that the more the company fulfils expectations, the more it
develops. However, its weakness is to reduce contrasting interests in a set of
contracts between shareholders, directors and stakeholders. It's like if space of
negotiation regarded only the interests of the three parties. Supporters of the
instrumentalist approach state that it's wrong saying that shareholders and
stakeholders have specific obligations. The concept of the “balanced scorecard”
assumes that the company considers the following areas of performance:
environmental, social and economic. Furthermore, the profit is another practical
application that can be moved into its stakeholders. Jones (1995)""® proposed this
approach; anyway, not that often an operational view of the theory is coupled with
an instrumental approach.

According to the normative approach, the expectations of stakeholders have
legitimacy, for own nature; therefore regardless of the survival of the company,
they deserve a response. In this sense, the normative approach appears as an
ethical theory. In fact, it imposes on the company to assume a responsible
behaviour towards its stakeholders (corporate stakeholder responsibility). Several
principles are based on the notion of stakeholders, and according to those,
managers must accept interests external to the company, due to the risk that it can
cause to society. Furthermore, managers must be prompt to cope potential
struggles that stakeholders, given their exposed nature, can generate. In this sense,
ethics assume a strategic dimension. The normative approach, saying that the
stakeholders are legitimate (Donaldson and Preston 1995)®>, authorizes them to
participate in corporate governance, connecting again business ethics to strategy
(Gibson 2000)®*®. Yet, governance moves in the framework of asset-based
salaried capitalism. "Asset-based" is when shareholders invest capital in order to
develop their assets. Instead, “asset-based and salaried” is when the capital
invested derives also from private individuals. Even if stakeholder theory is in
contrast with the classical representation of shareholder value (Charreaux and
Wirtz, 2006)°®, it embraces a contemporary framework of governance, namely an
asset based salaried capitalism, admitting open participation by stakeholders. The
basis idea is that all stakeholders can, potentially, become shareholders. The
theory looks for enlarging the objective of asset-based capitalism.

Unifying the various aspects of theory, Wicks (1999)@1?
convergent theory of the stakeholder approach. But the question about the fact if

provided a

three approaches (descriptive, instrumental and normative) can be summarised
remains. Still, in the same year, Freeman orientated the entire management
science community, affirming that neutral form of stakeholder theory doesn’t

exist and requesting divergent approaches (Freeman 1999)72),

2.3 Merging CSR and Stakeholder Theory

This section deals with the connections between the corporate social
responsibility (CSR) concept and stakeholder theory and highlights the main
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streams within the CSR literature that show the essential elements in the
development of the concept and its connections with stakeholder theory.

Actually, the stakeholder theory can add value to the debate around CSR, by
introducing and merging financial and social concerns. It is widely accepted that
purposes underpinning corporate social responsibility are more likely to be fulfil
when they are dealt with company stakeholder responsibility.

Davis (1960)°" arguments that the firm has social duties, which oblige it to
go further law requirements. Furthermore, he disagrees with Friedman who
maintains that the corporation should bother only to maximize the profit without
doing more than fulfil the legal requirements. Davis justifies his thesis from a
managerial standpoint, stating that, if social obligations are avoided, a very
dangerous corporate strategy can emerge. In fact, due to the “iron law of
responsibility,” when society assigns legitimacy and power to business, “In the
long run, those who do not use power in a manner which society considers
responsible will tend to lose it” (Davis 1960: 314)".

Really, one can uncover clues of stakeholder theory in Davis’s approach to
CSR, specially with respect to the idea that organizations have to accomplish
obligations which concern not only the stockholders. Also, he assigns to the need
of enlarging corporate obligations a instrumental value, because: “to the extent
businessmen do not accept social responsibility obligations as they arise, other
groups eventually will step in to assume those responsibilities and the power that
goes with them.” (Davis 1973)CY. Post (1978, 1981)"%” takes a step forward in
development of the CSR concept suggesting the practical processes through which
corporations should care of the “management of public issues.” According to
Post, this new corporate strategy was necessary to fit to a rapidly changing
economic, social, and political context. Like Venkataraman (2002)%°"
to the strategic management of the firm as to an “equilibrating mechanism”
thought to see solutions that systematically consider and constantly balance the

who refers

interests of all the corporation’s stakeholders, Post explicitly speaks of mechanism
for balancing interests of “constituencies” and “publics” (the term “stakeholder”
was not (yet) employed). He highlighted the importance of synergy between firm
and society from which emerged the need for organizations to meet stakeholders
(Post 1978)7).

Due to the relevance of these connections, the corporation has to deal with its
capacity to fulfil “the publics with which it interacts.” Post thinks that as a
fundamental part of strategic management, if not, some other actions (e.g. public
regulation) would have been necessary. The distance between public expectations
of performance and the firm’s actual performance shouldn't be too large,
otherwise the corporation could be delegitimized and “either corporate action or
public action would have to occur in order to narrow the
expectations/performance gap” (Post 1978)"%". By examining several case
studies, Post stated that neither adaptive nor proactive approaches designed "ad
hoc" to face external change by corporations could be effective, because the
concept of CSR should be a central component of the strategy and policy
formulation process, and not an “add-on” to a given, profit-making corporate
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strategy. Frederick (1994)® speaking about the early development of CSR which
he called "CSR1" affirmed that scholars study the normative implications for the
main idea that corporations have to respond to the society concerning their
activities. According to Frederick this idea has generated four linked discussions:
(1) What's the meaning of CSR, and what are the actions that a corporation have to
do for being defined socially responsible? (iii)) What’s the ratio in which
economics and social good have to stay for being balanced? And (iv) what are the
moral principles supporting the CSR? Is there a moral principle from which
corporate duties toward society can be resulted?

While some authors debate about the definition and the meaning of the CSR
concept, working, thus, on a semantic plan, the others one adopt a different
approach, shifting the focus on empirical investigation plane (Ackerman 1975;
Sethi 1975; Frederick 1978; Carroll 1979, 1991; Wartick and Cochran 1985;
Wood 1991)PEIEH@C0R0ERIS)

Carroll pointed out that these authors dealt with the CSR model looking at
exclusively "the notion of obligations of business and motivation", neglecting the
dimension of "corporate action and performance". This consideration implies the
need of shifting the attention from a responsibility scope to responsiveness scope,
intended as capacity which emphasized the "corporate action, pro-action and the
implementation of a social role"(Carroll 1991)%”. Frederick (1978, 1994)©(¢6)
interprets CSR2 (where R is for responsiveness) as the ability of a corporation to
respond to social pressures. He wonders if a company can respond, if it will
respond and how it will do and with what effect (Frederick 1994)“®. CSR2
assumes thus a descriptive approach to investigate the process of CSRI.
According to Sethi"®”, CSR2 distinguishes from CSRI for several facets: the
relation between firm's management and prevailing "ethical norms" (executives
have to take a clear position regarding public issues and don't assume a neutral
posture about business); the "operating strategy"; and the firm's "response to
social pressure", leaving a diplomatic approach in favour of a approach which is
willing both to inform about action in being and to negotiate with external groups.

This focus on external groups recall the concept of stakeholder theory based
on the idea that corporate has to balance the needs and the expectative of all of
these groups, highlighting in this case the demand of information concerning
corporate strategies and actions. Another interesting tie with the stakeholder
theory lies in the following Sethi's claim: “corporate social performance is
“culture-bound,” that is, since the social, cultural, and political scenarios are
constantly evolving, “a specific action is more or less socially responsible only
within the framework of time, environment and the nature of the parties involved”
(Sethi 1975)189),

The Carroll's three-dimensional model is an attempt to explain the corporate
social performance (CSP) and its tie with the CSR. Therefore, Carroll adds to the
three dimensions others two dimensions. Specifically, the adopted behaviour's
typology and the particular social issues involved in the relationship. The model's
objective is to encourage managers to establish how different social issues can be
faced using some attitudes, namely, a reacting, defensive, accommodating, or pro-
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acting behaviour; depending on where they perceive that the issue can be placed
in the continuum of the four responsibility categories of a firm.

Wartick e Cochran %
character of Carroll's CSP model which allows “the underlying interaction among

recognized the operating and complementary

the principles of social responsibility, the process of social responsiveness and the
policies developed to address social issues” (Wartick and Cochran 1985: 758)2%,
The authors emphasized these three dimensions, yet they state that the issue
management is not well specified; in fact Carroll speaks generally of "issue
areas"; therefore they proposes the following path: issue identification; issue
analysis and response articulation. In this view they refer to the stakeholder
theory, affirming that it can have a positive role for the issue of management
literature. CSR based on the separation between business and society and business
and ethics don't help to resolve the three problems for which, instead, stakeholder
theory proves to resolve. In fact, the problems regarding the value creation and the
trade don't fall among the scopes of CSR unless firm makes value influences
negatively the society. CSR has nothing to say about how value is made, because
ethics is a reconsideration of the value-creation process.

By adding to the social responsibility the financial responsibility of the firm,
CSR advances the problem between capitalism and ethics. Ethics have to be
connected to what firms (large banks and financial services firms) do and to how
they make value, otherwise they take the risk of not be able to meet their
elementary responsibilities to their stakeholders and could cancel value for the
entire economy. Furthermore the issues identified have to be tied to day-to-day
activities. In practice, CSR has to be integrated in the management. It is essential
to redraw up the managerial function as moral function and not add an ethical
safeguard too late in the process; otherwise CSR strengthens the belief that
business marginalizes the moral issues.

2.3.1 The role of Stakeholder Theory in the main CSR research
topics

Herein after I present various subthemes of the CSR and the role that the
stakeholder theory view plays in the discussion.

At certain time several researchers began to look at the stakeholder theory like
an approach to define better and make operational the concepts of CSR. Wood's
work®"® provides an optimal tie with the stakeholder theory. Wood states that the
first thing is to review the purpose of the corporation. And for doing it, one have
to pass from shareholder view (the Friedman's view, according which the only
social responsibility for a society consists in the maximization of the profits) to a
"social" vision according which the purpose has to encompass some wider social
interests.

Simply put, for embracing a stakeholder theory approach, managers have to
leave the idea that the shareholder value maximization is the principal objective of
corporation, and they have to accept, instead, the idea that when they define the
goal of the corporation, they have to consider the needs of specific groups of
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stakeholder. That is, one has to shift from a shareholder view to a wider
stakeholder view.

Wood (1991)@" re-elaborates the CSP concept and tries to advance the
Carroll's model (1979)“?, reviewing also Wartick e Cochran (1985)@%. She
maintains that CSP has to be defined in terms of actions and outputs and not of
interactions. Furthermore, Wood thinks that the social responsiveness can refers to
several processes by which corporation can offer an answer to the societal issues.
Also, according to Wood the role that Wartick and Cochran assigne to the policies
is too much limited, and in doing so they don't recognise that a larger range of
actions, behaviours, and programs beyond the written and formal policies can
enhance social performance. That is, she says, “if a policy does not exist, it cannot
be inferred that no social performance exists” (Wood 1991: 693)@'%. In view of
those clarifications, Wood proposed a review definition of CSP as "a business
organization's configuration of the principles of social responsibility, processes of
social responsiveness and the policies, programs, and observable outcomes as they
relate to the firm’s societal relationships” (Wood 1991)“'. In the Wood's view
the CSP isn't something of completely separated by corporate performance,
further, the definition, so as given, represents a construct for assessing the
business outputs. Yet, these outputs have to be re-conciliated with declared values
concerning adequate relationship between business and society.

Likewise, Windsor (2001)?'? is critical towards currents which say wealth
has to be integrated in the management processes in order to increase the social
welfare while maximize the profits. He argues that the tie between financial
performances and social responsibility isn't clear-cut. That is, in his opinion,
significance larger should be assigned to the discourse concerning the
responsibility, a significance that moves beyond of the wealth creation notion. In
2006, he claims that the ethical responsibility and that economic don't share the
same moral frameworks, but, conversely their frameworks are contradictory and
haven't been well integrated, and, furthermore, corporate citizenship literature
don't reflect adequately both problems. Windsor provides an instrumental
interpretation of the citizenship within social responsibility. This instrumental
view recognizes to the philanthropy a role of strategic decision to enhance the
reputation, and to increase the market possibilities. Furthermore, he believes that
negative externalities impacting on stakeholder or society, represent a real cost. In
fact, they can provoke a damn to the production, and reduce the consumptions to
the detriment of the general wellbeing. However, Windsor hopes a governmental
intervention, rather than managerial discretion and pro-action, because he sees
complaint or lawsuit or change in public policy as means for resolving the
problem.

Pedersen explains the way by which companies translate abstract concepts
into practices. In his opinion, CSR is strictly related to the stakeholder theory, as
the same definition says. Furthermore, CSR has an eclectic nature and is not
narrowed down into specific strategies, specific stakeholders and/or specific
environmental issues (Pedersen 2006)"*”. Also, he highlights five engagement
levels for the dialogue with stakeholder: inclusion, openness, tolerance,

27



empowerment, and transparency, which are influenced by factors including
consciousness, commitment, capacity, and consensus.

Munilla e Miles (2005)"*? argue that CSR has three ways for engaging
stakeholders: compliance (in this case the expenditures are thought as costs of
doing business), strategic (where CSR is acknowledged as an investment in the
firm’s competencies), and forced (where CSR is perceived as a tax imposed by
external stakeholders). Obviously, Munilla and Miles say that compliance and
forced ways reduce the firm's capacity to make strategic advantage.

Carson (1993)° provides a version of the stakeholder view that copes the
social purposes of the business in stronger mode respect to the preceding
wordings by Goodpaster. And this version remembers the Friedman's version
about social responsibility. Carson (1993)°* thinks that managers have to favour
the interests of all stakeholders, but he believes that the obligations towards some
stakeholders are more important than the obligations towards other stakeholders
(making a distinction between minor interests of more important stakeholders and
major interests of less important stakeholders). According to Carson there are
positive obligations towards some stakeholders that are bound by negative
obligations such as not laying or not breaking the law. Yet, Carson doesn't say the
modes to assess the relevance of a stakeholder group respect to other, but he
suggests that the value proposition of a firm can be one point by which begins.
However, many scholars have tried, as we saw, to explain CSR concept, defining
the criterions by which companies relate themselves with specific stakeholders.
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Chapter 3

Corporate Social Responsibility,
Financial Performance and
Innovation

3.1 Introduction

The relationship between CSR and financial performance (FP) has been
studied in several empirical analyses, which were examined in depth by Orlitzky
et al. (2003)"*” and Margolis et al. (2007)"?”. Yet, according to the authors, most
of the works consider only the relationship as one-directional, namely, they
investigate the way in which CSR affects the financial performance of a firm
(Margolis et al., 2007)"?". Furthermore, the studies considered don't explain the
mechanism and the direction of causality of the relationship.

Theoretically there are three concepts useful to treat the relationship between
CSR and CFP, i.e. stakeholder theory, slack resources theory and the virtuous
circle concept. As widely discussed in the previous section, stakeholder theory
entails that the interests of a large group of stakeholders are met by examining
wide range of CSR (Freeman 2010; Donaldson and Preston 1995; Preston and
O'Bannon 1997)7965)1%) yhile, the way in which a firm is involved in CSR
activities depends on the its financial resources, in the slack resources theory
(Preston and O'Bannon, 1997; Orlitzky et al., 2003)(169)(149), and the virtuous circle
explains bi-directional effect of CSR and FP (MacGregor and Fontrodona, 2008;
Vilanova et al., 2009)29%),

If the link between CSR and CFP has been widely treated, the same thing
cannot be said for the connection of CSR and innovation. In fact, CSR and
innovation together have rarely been studied in the literature, expressly. And if the
management literature offers concepts about how CSR and financial performance
are tied, the link of CSR to innovation is only poorly faced (e.g. Porter and
Kramer, 2006)">>. Empirical studies regarding the relationship between CSR and
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innovation are scarce (McWilliams and Siegel, 2000; Bocquet et al., 2013;
Szutowski and Ratajczak, 2014)3HIOM9) gome case studies give some initial
knowledge on the link between CSR and innovation (e.g. Clausen and Loew,
2009; Halme and Laurila, 2009)(44)(95).

3.2 State of the art on CSR and financial performance

3.2.1 Combining social and financial concerns

As a consequence of what we have seen in the previous sections, if we follow
the evolution of CSR from the perspective of stakeholder theory, we can
distinguish at least two different currents for the embedding of the financial and
social themes that seem to go hand in hand and are part of the debates of scholars
and practitioners.

The residual view of CSR is the leading view on CSR that was elaborated in
the 1960s and 1970s, and is still the most accepted in today’s academic and
business discussions, especially in the American culture. According to this view,
CSR is a nonstrategic activity that could be explained using the “giving back to
society” proposition. In fact, there is a moral duty and several good practical
motivations for corporations to give back to society some of the value they have
gained. Put simply, this view conceives ex-post profit distribution. For
corporations and researchers accepting residual CSR, having socially responsible
behaviour means to “add on” a social role to business, without changing the
classical view of business that sees the economic scope - profit maximization - as
the principal (and, according to Friedman, the only morally acceptable) social
responsibility of the corporation.

The second view of CSR is integrated approach. It conceives CSR as the
embedding of social, ethical, and environmental issues into the management
methods for corporate strategy. This view is clearly accepted by scholars in
management and business ethics who think that the main idea of stakeholder
theory is “to integrate ethics and social issues directly into strategy,” as we
described in Chapter 2 (CSR and stakeholder theory). Basically, it receives the
core ideas of the stakeholder approach and it recognises that the management of
any economic organization encompasses, by definition, the management of the
relationship with its stakeholders. The integrated CSR approach does not consider
CSR as if it was a set of additional obligations respect to a “business as usual”
model, but, on the contrary, it thinks to redesign the corporations’ “political and
legal status, and for the scope of their managerial responsibilities” (Post, Preston,
and Sachs 2002a: 11)'®®. Therefore this perspective pays attention to ex-ante
value creation, not on profit distribution.

Even if several firms coordinate synergistically their processes, they still
consider financial concerns more relevance than social concerns, yet they feel the
need to face social concerns efficiently and coherently. For instance, Porter
acknowledges that several philanthropic activities are being adopted by
corporations, in order to create positive ties with their core business or the
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interests of their key stakeholders: “No business can solve all of society’s
problems or bear the cost of doing so. Instead, each company must select issues
that intersect with its particular business” (Porter and Kramer 2002: 5-16)"°.

Matten and Moon (2008)"*" provide a distinction between explicit and
implicit CSR, which represent American and European views respectively. They
state that due to institutional differences and cultural norms, CSR strategies
change depending on the regions. American firms typically embrace an explicit
CSR strategy, traceable to residual approach, to pursue individual firm-level
benefits. This strategy is based on the assumption that the “real” purpose of the
firm is to maximize profits. Whereas, the implicit (European) model, in line with
the integrated approach, looks at a culture of collective engagement on the part of
business to better society. The basic assumption is that the firm there is to
advantage society.

3.2.2 Inquiring the space between CSR and financial performance

Over the last four decades many scholars have looked for prove there is a
positive relationship between CSR initiatives and business outcomes. To be able
to measure the benefits, especially economic, derived from socially responsible
activities can contribute to disseminate these practices and restore the fair balance
between ethics and economics. Most studies on the topic, developed to achieve a
final result, have highlighted that CSR strategies affect positively corporate
performance. In particular, the most significant contributions are those of
Margolis and Walsh (2003)"?7. Orlitzky et al. (2003)"*” and Van Beurden and
Géssling (2008)2°?). Yet, these authors have pointed out as, within the empirical
researches considered, there are multiple critical issues, which undermine the
general validity of the argument. The meta-analysis carried out by Orlitzky et al.
(2003)"*” had the aim to overcome some errors made in the previous analyses
concerning the advantages brought by CSR. The novelty in the work of these
authors is to mainstream data used in the studies already published, introducing
some mediating factors. These scholars were able to prove the predictive validity
of the stakeholder theory in the form of its instrumental approach (Orlitzky et al.,
2003)"*?. This capacity appears through the positive correlation between social
performance and financial results. However, Orlitzky et al. (2003)"*” have
suggested to proceed developing other analyses in this filed, because many critical
issues persist, first of all the need to create a better theoretical definition (Orlitzky
et al., 2003)"*. However, it is worth noting that many quantitative researches
examined by Orlitzky et al. refer to works published earlier than 2000, yet several
studies on the topic were carried out over last two decades making emerge various
new issues. The findings of literature review have confirmed the lack of final
evidence about the enhancement of the economic performances as a result of the
implementation of CSR strategies.

In fact, what emerges from literature review is that a large number of papers
don’t reveal a positive and significant correlation between financial performance
and social responsibility. In addition, the scientific community remains sceptical
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even about those works that report partial results, and state that socially
responsible practices affect corporate performance with some limitations.

The conclusion that the tie between two parts is positive varies depending on
CSR dimensions, CSR assessment criterion, analysis context, sample under
investigation, and applied method.

Even when the connection between CSR and financial performance is highly
positive, one can highlight some critical issues and provide suggestions to
overcome them. Therefore, both in the case of completely and partially favourable
link, there are strong limitations for deriving a general validity of obtained
findings. As consequence, one can conclude that there is not a final prove of the
relationship. Nevertheless, to point out limitations and offer suggestions for future
research enables formulate hypothesis with the aim to overcome the critical issues
raised.

Main problems concern: sampling and data quality, reliability of dependent
and independent variables measurements and the methods employed.
Furthermore, it is worth pointing out that a firm's economic outcomes depend on
both place in which it resides and sector in which it works.

Both factors influence the quantity and the intensity of socially responsible
actions implemented by a company. Garcia-Castro et al. (2010)®¥ think that a
potential explanation of the heterogeneity of empirical results is due to multiple
circumstances, which don't yet know. Further, time factor is too much neglected
in the cross sampling, and this is why through these sampling one cannot capture
the long-term effects caused by socially responsible initiatives.

In addition, another mismatch among the works, for which they are
incomparable, is represented by the variables used to measure the results coming
from the strategies of social responsibility (Perrini et al. 2009)!'°".

Some examples of variables are: the level of pollution (Bragdon et al., 1972;
Bowman et al., 1975)*?@Y the evidence of environmental practices (Clarkson,
1988; Christmann, 2000)(42)(40), the reputation gained (Cochran et al., 1984;
Preston et al., 1997)(46)(169), the third parties assessment (Hart et al., 1996; Russo et
al.,, 1997, Waddock et al.,, 1997; Graves et al., 2000; McWilliams et al.,
2000)PVU70@ONMD ang voluntary disclosure initiatives (Blacconiere et al.,
1997)"9. Yet, the analysis of literature highlights that indices of social
responsibility and corresponding ratings are the most applied. Most indices
employed are the set of Kinder Lyndeberg Domini (KLD) indices and those
developed using similar methods. For developing these indices, many dimensions
of CSR are evaluated as the environmental dimension (Gerde and Logsdon,
2001)®®. Some authors, including Wagner (2010)®°”, have proved that by
integrating social responsibility into the environmental management allows
identifying the fundamental characteristics of these activities with respect to the
benefits that these activities entail. Therefore, they suggest applying this method
to all CSR dimensions. This means that to consider the activities concerning the
environmental management through the lens of CSR enables to see, and
consequently to enhance, those characteristics which influence positively the
society. In this regard it is worth noting that the assessment of the CSR activities
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and those linked to the environmental protection have been often employed as
proxy of social performance (Garcia-Castro et al., 2010; Orlitzky, 2001; Waddock
et al., 1997)®I1492%) K1 D indices are criticised in literature because they are
created without considering the different weight and nature of the various CSR
activities especially in relation to sector taken into account (Kang et al., 2009)"9,
But, this is not a negligible detail. Indeed, the cross comparisons are not feasible
because, as Steger (2007)""® affirms, various aspects of the social responsibility
have different importance depending on sectors. The practices included in the
environmental dimension of CSR have a major weight in the chemical and energy
industry respect to weight that they have in texil, food and beverage or toys
manufacture industries where the actions related to social factors prevail (Menz,
2010)"*®. Furthermore, these indices depict better the American context, and are
based on the managers’ perceptions or financial experts opinions.

Other indices of social responsibility very widespread are based on the
concept of shareholder value. Wood (1991)“'® defines the social responsibility
performance as the observable outcomes in the relationship between company and
society, therefore the CSR evaluation through a only stakeholder group is not
adequate. Indeed, CSR activities are planned for responding to interests of a wide
range of stakeholders (Weber, 2008)*'”. These observations are aligned with the
CSP definition of Wood and Jones (1995)@'®. According to which the results of
CSR initiatives are the effects of their implementation for internal, external and
institutional stakeholders. For evaluating corporate performance, Salzmann et al.
(2005)" observe that indicators based on internal accountability and those
resulting from the market value show some critical issues, because they take into
account different aspects of corporate performance. The former, in fact, can be
skewed by accounting procedures and by different allocation of the resources
depending on the specific characteristics of the sector. Whereas, the latter could
reflect a higher value of the effective financial result (Salzmann et al., 2005)"'7,

Among other indices used to measure corporate performance one can find
also economic and financial indicators as well as objective indicators based on the
economic trends. In the econometric models the control variables are used as
explanatory factors of the corporate performance and of the relationship between
corporate performance and social responsibility. In this regard, it is worth noting
that while some scholars state that the control variables serve to not alter the
results (Callan et al., 2009)?®, others think that the tie between control variables
and independent variables, i.e. social responsibility, can generate collinearity
problems, invalidating the whole analysis. Furthermore, over the last decade
papers about an extensive interpretation of the relationship between CSR and not
strictly economic benefits were published. Among the not economic benefits, the
trust consumers and the company reputation can be mentioned.

Galant and Cadez (2017)®" provide a comprehensive synthesis of
measurement approaches of both corporate social responsibility and financial
performance. According to the authors, the approaches used in the literature to
measure CSR can be grouped as follows: (1) reputation indices; (2) content
analyses; (3) questionnaire-based surveys; and (4) one-dimensional measures.
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The reputation indices category encompasses the MSC KLD 400 social index
(e.g.Erhemjamts, Li, & Venkateswaran, 2013)(60), Fortune magazine reputation
index (e.g., Preston & O’Bannon, 1997)"%”, Dow Jones Sustainability Index (e.g.,
Skare & Golja, 2012)"%® and Vigeo Index (e.g., Girerd-Potin, Jimenez-Garcés, &
Louvet, 2014)®”. Still, they mention national indices like the Index of CFIE-
French Corporate Information Centre for French companies (Ducassy, 2013)*7,
Respect index for Polish companies (Lech, 2013)"*" and CSR Index for Croatian
companies.

CSR dimensions evaluated by the main indices are different in the number,
but they are similar in the key themes considered, that is natural environment,
employees, society, and so on. Each index has specific characteristics and specific
application fields in terms of number of firms rated, geographic area covered,
underlying CSR dimensions, and industry sectors taken into account. Further, the
main advantages depend on data availability (thus minimising data collection
effort) and comparability across firms. Content analysis of corporate
communication represents another way of measuring CSR. Content analysis
usually requires establishing the expressions of interests, and looking for
information about them and operationalizing qualitative information into
quantitative scales that can be employed in statistical analyses. Further, content
analyses can include different dimensions and different levels of coding
sophistication. This method allows specifying CSR dimensions of interest,
gathering data on the dimensions and translating them in operational data to be
used in statistical analysis. Yet, it presents a strong subjective nature due to the
way in which it is created. A questionnaire-based survey is usually employed
when a particular company is not rated by a rating agency and corporate reports
are unavailable to realize a significant content analysis. One-dimensional
constructs focus only on a single dimension of CSR, for example environmental
management or philanthropy.

The previous reported discussion suggests that there is no acceptance on
which index is the best measure of CSR. Among approaches for measuring
financial performance both accounting-based and market-based indicators can be
mentioned. Accounting-based measures are available for all firms and they are
fairly comparable. Market-based measures produce modifications in CSR faster
than accounting-based measures. As for limitations, accounting-based measures
are historical. Further, relativized accounting ratios such as return on assets
(ROA) may be incomplete if the sample encompasses firms from different sectors.
Whereas, the strongest limitation of market-based measures is that they exist only
for publicly listed companies. In addition, market-based measures inevitably
embed systematic market features, conversely accounting-based indicators depend
on company specific perceptions of CSR (McGuire et al., 1988)"*?. It is worth
noting that some researchers have joined both types of measures by using
indicators such as Tobin’s Q (market value/total assets) or MVA (market value—
book value of equity and debt) (Garcia-Castro, Arifio, & Canela, 2010; Rodgers,
Choy, & Guiral, 2013)®172_ Others have also tried to develop a comprehensive
measure of financial performance by combining different existing measures to
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create one integrated index. Peng and Yang (2014)"°" used factor analysis to

integrate several financial performance measures into a solely index. Furthermore,
the financial health of a company was another measure employed as a proxy for
accounting-based company profitability (Rodgers et al., 2013)"". One could say
that currently there is the trend to use more than one measure of CFP.

Finally, what emerges from analysis carried out is that a wider study
regarding the factors influencing CSR (CSP) and corporate performance should be
performed (Surroca et al., 2010; Schadewitz et al., 2010; Garcia-Castro et al.,
2010)"*PU8VE) For example, it would be necessary to analyse deeply the firms’
features, the reasons underlying the adoption of CSR, and the context influence on
the CSR initiatives and their effectiveness. According to some authors, for
instance, the CSR evaluation, based on the perception, should be extended to
several stakeholder groups, in order to enrich the relationship, providing more
details about aspects, which enlarge its vision. According to some authors,
including Maggio et al. (2008), the approach using the case study to evaluate the
optimal level of social responsibility initiatives is the most adequate. The search
of optimal level of social responsibility is also aligned with the request of deeper
investigations about the conditions which allow firms to share with society the
gained benefits (Margolis, 2003)"?". Boesso (2010)"'" suggests carrying out
analyses more extensive regarding the concerns of context in order to plan more
effectiveness ad hoc initiatives for firm, but also in order to resolve critical issues
emerged by the context analysis. Chang (2008)¢> argues that it is very important
investigating the strategies of the social responsibility to increase corporate
economic performance. This current encourages measuring CSR based on the
ability to meet the requests coming from all stakeholders.

One question emerges from the previous analysis: What are the factors
influencing the adoption of socially responsible initiatives? The influencing
factors analysis highlights that the CSR effectiveness affects the results. Yet,
usually, this factor was excluded from econometric models because, according to
some scholars, the interrelation with the independent variables could invalidate
the analysis.

3.3 An examination on literature addressing CSR and
innovation

3.3.1 Glancing to core innovation studies

Research on innovation includes several disciplines with economic
approaches, which include further theoretical perspectives.

These theories focus on some issues such as the reasons leading firms to
innovate, the factors which influence or obstacle the innovation.
According to Fagerberg et al. (2012) who realized a meta-study using 277
different surveys on innovation studies published between 1993 and 2010 in 11
"handbooks", some main contributions of the literature have theoretical thrust,

such as Shumpeter's text "The Theory of Economic Development", depicting
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innovation as a dynamic force that produces changing in social, institutional and
economic structures (Andersen, 2011; McCraw, 2007)(8)(132).

Another relevant theoretical text is "An evolutionary Theory of Economic
Change" by Nelson and Winter (1982)"'* which links Shumpeterian and
evolutionary perspectives with concepts of theories on organizations and human
behaviour, in order to develop a theory for explaining how corporations form
firm-level knowledge, the strategies adopting with respect to innovation, and the
results of their actions. Nelson and Winter’s work has inspired subsequent works
on “knowledge-based firms”, “technological regimes” and “industrial dynamics”,
to remember some relevant topics. Cohen and Levinthal (1990)“” also focus on
the importance of firm-level knowledge, namely so-called “absorptive capacity”,
considered essential for the capacity to look for and make use of external sources
of knowledge in innovation.

Other contributions regard new concepts or frameworks of analysis and their
application. The two books by Nelson and Lundvall on “National Systems of
Innovation™"*® published around 1990 and subsequently became landmarks both
inside and outside academia. As said above the innovation-systems framework
points out the need to investigate the connections between several factors that
affect a country’s innovation and growth performance. Another largely spread
framework of analysis, mainly among analysts and policy makers treating with
regional concerns, which also regards the connection between domestic factors in
boosting innovation and growth, is Porter’s framework (1990)"**. Also, another
example of an original concept that has given one the idea for subsequent work is
Pavitt’s (1984)"" empirical “taxonomy” of innovation activities in several
sectors and industries. An important overview of the current knowledge of
innovation is Freeman’s “The Economics of Industrial Innovation™®” originally
published in 1974, which illustrates the ‘state of the art’ of knowledge in the field.

The overview on the diffusion of innovations (Rogers, 1962)"'7®, which has
captured interest in a wide range of disciplines and scientific fields, contains a
novelty. Indeed, it is written from a sociological perspective, regarding the
conditions that influence the decisions by users about products or technologies
new to them.

It is worth noting that the innovation literature is used by scholars in a wide
range of disciplines and fields beyond social science proper. Furthermore, the role
of “Management” scholars among the users has increased currently. It may be
because Business and Management Schools, and hence Management as a
scientific field, are grown in recent years. But it may also be due to the fact that
innovation has become a core topic of Management scholars’ programmes.

3.3.2 Looking into the tie of CSR and innovation

An investigation of the fit or space between CSR and innovation is developed
through a theoretical discussion that advances a conceptual understanding of the
relationship.
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Even if CSR forms part even more of debate globally for searching greater
value and competitiveness, CSR and innovation together have rarely been studied
in the literature, in an obvious way. Furthermore, although the innovation is
viewed as one of the main drivers of competitiveness, it is difficult to realize and
there is a clear that “though innovative effort appears to be widespread, this does
not translate directly into improved firm performance and, ultimately, greater
profitability” (Hoffman et al., 1998)!%?

To be successful and innovative today, companies cannot neglect the social
and environmental impact of their operational processes, promote creativity of
employees, and work together with their customers, suppliers and other business
partners in search of new products and services. In doing this, organisations have
to keep an ethical behaviour because the expectations of customers and society
have grown. Fortunately, the idea that innovation exclusively coincides with high
technology and new products is giving a way to the view that innovation is a
broad, continuous, systematic activity that takes place throughout the enterprise
(Sawhney, Wolcott, and Arroniz, 2006; Hamel, 2006; Vila and MacGregor,
2007)18000@92) yet  this awareness is probably learned only by extremely
structured organizations. In fact SMEs have a departmentalised concept of
innovation or exclusively consign innovation to the marketing function. A
departmentalised application was a special feature of the CSR field, too, with CSR
sometimes rising as a reactive behaviour related to the company’s public relations
department. Anyway, this concept is starting to spread throughout the company
culture.

The concepts of CSR and innovation have been dealt separately, yet there are
certainly much work in which discussion involves both themes. That is the case of
sustainable development (Carpenter and White, 2004)®®. Indeed, within this
concept we can identify elements that allow a deep investigation of the contact
zones between CSR and innovation. For example, Sustainable Design (and other
related terms in the design field, such as Design for Re-use, Design for
Environment/Eco-design) brings together innovative solutions and environment-
related issues considering criteria throughout the innovation process. The design
area includes other movements that regards several aspects of CSR: Design for
All, regards the design of products and services that may capture a larger
percentage of the population, paying attention to specific categories such as
elderly and disabled. These lines of design can be allocated to the Social Design
movement, formulated primarily by pioneers such as Buckminster Fuller and
Victor Papanek. Fuller was the first designer to introduce social issues in the
design field, stating that, and “making the world’s available resources serve one
hundred percent of an exploding population can only be accomplished by a boldly
accelerated design revolution.”®” Victor Papanek, student of the work of Fuller,
contributed to develop the Social Design field (Papanek, 1985)"*Y. He created a
basis for the fields of Design for the Third World and Design for Older People,
among others, claiming, “designers and creative professionals have a
responsibility and are able to cause real change in the world through good
design.”
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Therefore, it can be said that Social Design joins the development of human
and social capital with the development of profitable new products and processes.
Another important contribution to the field comes from Whiteley (1993)*'? who
develops the work of Papanek and others by drawing up areas such as Inclusive
Design, Ethical Manufacture and Eco-design and Sustainability. Although in the
1980s the focus was the environment, only nowadays people becoming conscious
of sustainable design. Currently, the attention given to the climate changes and the
environment issues at large could inspire an approach more responsible by
companies toward society in general. A relevant contribution is Socially
Responsible Design (SRD) (Davey et al., 2005)®”. SRD includes in existing
design fields, such as Design for Environment, concepts of responsibility and
sustainability through an additional approach. By adopting this approach SRD is
viewed as “CSR in action”. Really, understanding and implementation of design
is a key step for companies to integrate CSR in the production of the products,
processes, environments and services that contribute to enhance their image in the
marketplace and consequently their market positioning. The SRD theme includes
eight areas (government, economic policy, fair trade, ecology, social inclusion,
health, education and crime) which can be successfully oriented by means of
design and which lead to a healthier social environment. Furthermore, according
the authors SRD “focuses attention on the products, environments, services and
systems that can alleviate real world problems and improve quality of life.”®"

In a CSR perspective, companies have to innovate on products, in order to
match the request for socially responsible products, and on processes, with the
aim of monitor the implications of social responsibility throughout supply chain.
Furthermore, legislation and environmental concerns have pressed in on
production processes and use and recycling of second hand materials. Also, the
request for free-trade products has prompted the companies for ties with NGOs in
order to buy and sell products from and to developing countries. The same thing
happened for the design with regard to its production processes and its products,
which, in fact, have been re-drawn up for adapting to disadvantaged social groups.
Another relatively recent movement is Open Innovation (Chesborough, 2003)¢7
which has as essential part of its thought the dialogue with stakeholder and
therefore is closely linked to one aspect of CSR.

Anyway, connecting the overall concept of CSR with the overall concept of
innovation is very difficult. However, from somewhere it is necessary to start in
order to establish some common areas, which may represent a framework to
pursue a more robust discussion for actual combination of the two concepts,
encouraging academic dialogue and real application. As regards the CSR, few
works examine the advantages economically (as image in the marketplace),
politically (as better legal awareness) or ethically (as realization of moral issues).
However, according to Paine (2003)"°?, there are four areas for which managers
should have to consider values: risk management, organizational functioning,
market positioning and corporate citizenship positioning.

The aim of this section is to advance the discussion of the link between CSR
and innovation in order to address better strategy design and policy development
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in organisations, by exploiting the recent boost in awareness and motivation and
improved companies’ real CSR and innovation performance.

Joseph Schumpeter (1883-1950) was one of the most original social scientists
of the 20th century. The work of Joseph Schumpeter has heavily affected theories
of innovation. In fact, he is considered the innovation-theorist, to him is attributed
the definition invention and innovation, and the clarification regarding their
differences of meaning. If invention represents the idea for new product and
process, innovation consists of its implementation. To translate an invention in an
innovation, the innovator normally has to use several different types of
knowledge, capabilities, skills and resources; for instance, production and market
knowledge, skills, adequate financial resources, and so on. Therefore the
innovator, called by Schumpeter the “entrepreneur”, brings together all factors
necessary, and may not coincide with inventor. Whilst in many cases inventor and
innovator don’t coincide, from the other, also a significant time lag between the
invention and innovation may occur. Several factors can affect the time lag
passing from the definition of the requirements necessary for developing ideas to
their implementation and they are: missing conditions for commercialization, still
inadequate demand, absence of essential inputs or complementary factors because
not still existing, and so on. In fact, an innovation is often the effect combined of
many innovations. Kline and Rosenberg (1986)"''”, in a relevant paper, state that:
“it is a serious mistake to treat an innovation as if it were a well-defined,
homogenous thing that could be identified as entering the economy at a precise
date — or becoming available at a precise point in time. (...) The fact is that most
important innovations go through drastic changes in their lifetimes — changes that
may, and often do, totally transform their economic significance. The subsequent
improvements in an invention after its first introduction may be vastly more
important, economically, than the initial availability of the invention in its original
form” (Kline and Rosenberg 1986, p.283)"'".

Schumpeter defined five different types: new products, new methods of
production, new sources of supply (i.e. development of new sources of supply for
raw materials or other inputs.), the exploitation of new markets (i.e. opening of
new markets.), and new ways to organize business (i.e. creation of new market
structures in an industry). The economics looked at the two first of these. The
terms “product innovation” and “process innovation” identify new or improved
goods and services, and improvements in the systems to realize these good and
services, respectively. Firms innovate because they wish improve their
performance, by increasing demand or reducing costs, for instance; therefore, a
new product or process represents a source of market advantage for the innovator.
Firms can also increase demand by differentiating product, by opening towards
new markets and by affecting demand for existing products. Also, by adopting
new organisational methods can lead to more efficient and better quality
operations and as consequence by rising demand or reducing costs.

Innovation can also improve performance by increasing the firm’s ability to
innovate. New production processes promote the development of a new range of
products, whereas new organisational practices favour the acquisition of new
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knowledge employable to develop other innovations. However, although product
and process innovations were useful for studying some issues, other important
aspects of innovation shouldn’t be neglect.

Also, innovations have been classified as “incremental” or “marginal”
innovations, against to those “radical” or “technological revolutions” based on
whether improvements were or not continuous (see Freeman and Soete 1997)".
It can be affirmed that “radical” innovations regard the adoption of new
technologies in a specific sector, whereas “technological revolutions” include a
set of innovations, which can have a strong impact within different sectors or on
the wider economy. The latter type is often called “general purpose technologies”
(GPTs, see e.g., Lipsey et al. 2005)"*?. Schumpeter paid particular attention the
latter two categories because he thought that radical innovation and technological
revolutions were more relevant. Yet, it would be wrong neglecting incremental or
marginal innovations, because their cumulative effects may be of equivalent
intensity and may help to understand long run economic and social change.
According to Schumpeter “radical” innovations create major disruptive changes,
whereas “incremental” innovations continuously advance the process of change.
Indeed, the achievement of the economic benefits from “radical” innovations in
many if not most cases is the result of several incremental positive changes.

For describing the process through which innovation “revolutionizes the
structure from within, incessantly destroying the old one, incessantly creating the
new one", Schumpeter employed the term “creative destruction” (Schumpeter
1942, p. 83)"* In short, according to Schumpeter, economic development is
driven by innovation through a dynamic process in which new technologies
replace the old. Christensen (1997, 2003)°¥%? instead, has used the expression
“disruptive innovation” for innovations that through the breakthrough of new
markets or market niches gradually threat existing business models.

Another important distinction is between innovation and imitation. When an
innovation is replicated, we are faced with an imitation. It’s worth noticing that
the imitation is important as well as an innovation, because without imitation the
social and economic impact of innovation would not be enhanced. According to
Schumpeter’s work the term innovator can be assigned also to an imitator who
introduce the innovation for the first time in a new context

This is, for instance, the definition used by the European Union’s Community
Innovation Survey (CIS, see Smith 2004)"*7. In general, the introduction of
marginal innovation in a new context requires important adaptation ability and
organizational changes (or innovations) that may significantly affect productivity
and competitiveness. Furthermore, innovation studies deal also with mechanisms
for innovations transfer through imitation or by other means, and the result from
this process on innovation activity.

Though both CSR and innovation are well-established concepts, as
mentioned, there are still several approaches how to exactly conceptualize and
measure them. Based on the concepts described above, hereinafter I try to provide
synthetic definitions for types of innovations, innovation activities and innovative
firms.
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According to Oslo Manual there are four innovation areas: product, process,
marketing and organisational. Product and process innovations are very known
concepts in the business sector, whereas marketing and organisational innovations
haven't generally definitions well established as those for products and processes.

“An innovation is the implementation of a new or significantly improved
product (good or service), or process, a new marketing method, or a new
organisational method in business practices, workplace organisation or external
relations.” (OECD, 2005: 46)"'*®. This definition of an innovation includes
different innovations. Specifically, an innovation is the implementation of several
types of innovations, i.e. product and process innovations. Basically, an
innovation can be claimed when the product, process, marketing method or
organisational method are new (or significantly improved) to the firm. That is,
products, processes and methods that firms are the first to develop and those that
have been introduced from other firms.

“Innovation activities are all scientific, technological, organisational, financial
and commercial steps which actually, or are intended to, lead to the
implementation of innovations. Some innovation activities are themselves
innovative; others are not novel activities but are necessary for the
implementation of innovations. Innovation activities also include R&D that is not
directly related to the development of a specific innovation.” (OECD, 2005:
471 An innovation deserves the name only if it has been implemented. And it
can be said that a new or improved product is implemented when it is entered on
the market. Whereas, new processes, marketing methods or organisational
methods are implemented when they are truly put in practice in the firm’s
operations. Innovation activities change significantly in their nature depending on
firm to firm. It is worth noting that an innovation can be the implementation of a
single important modification, or of a series of incremental modifications that
together realize an important modification.

“An innovative firm is one that has implemented an innovation during the
period under review.” (OECD, 2005: 47)"*®). Whereas, a product or process
innovator can be defined as follows: “A product/process innovative firm is one
that has implemented a new or significantly improved product or process during
the period under review.” (OECD, 2005: 47)"*®. One can identify four types
innovations: product innovations, process innovations, marketing innovations and
organisational innovations. Product innovations and process innovations strictly
regard the concept of technological product innovation and technological process
innovation.

“A product innovation is the introduction of a good or service that is new or
significantly improved with respect to its characteristics or intended uses. This
includes significant improvements in technical specifications, components and
materials, incorporated software, user friendliness or other functional
characteristics.” (OECD, 2005: 48)*®. The term “product” means both goods and
services. Product innovations exploit new knowledge or technologies, or can
experiment new uses or combinations of existing knowledge or technologies.
Product innovations cover both the inclusion of new goods and services and
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substantial improvements in the functional or user characteristics of existing
goods and services. New products are goods and services that change substantially
in their characteristics or planned uses from products previously made by the firm.
Also, the design of a new use for a product with only few modifications to its
technical specifications represents a product innovation. Substantial
improvements to existing products can be done through partial modifications in
materials, elements and other characteristics that increase performance. Product
innovations in services encompass substantial improvements in how they are
offered (for example, in terms of their efficiency or speed), new functions or
additional characteristics to existing services, or the proposal of entirely new
services. Design is a fundamental aspect of the elaboration and implementation of
product innovations. However, design changes that don't entail a substantial
change in a product’s functional characteristics or planned uses are not to be
considered product innovations. However, they can be claimed as marketing
innovations. Routine upgrades or periodical modifications are also not product
innovations.

“A process innovation is the implementation of a new or significantly
improved production or delivery method. This includes significant changes in
techniques, equipment and/or software.” (OECD, 2005: 49)"*®. Process
innovations are pursued with the aim to reduce unit costs of production or
delivery, to improve quality, or to produce or new or significantly improved
products. Production methods regard the techniques, equipment and software
employed to craft goods or services. Such as, new automation equipment on a
production line or the implementation of computer-assisted design for product
development. Delivery methods refer to logistics of the firm and include device,
software and techniques to provide inputs, arrange supplies in the firm, or deliver
products. Bar-coded or active RFID (Radio Frequency Identification) goods-
tracking system are examples of new delivery methods. Process innovations refer
to new or substantial enhanced methods for the creation and supply of services.
They can regard substantial modifications in the set of devices and software used
in services-oriented firms or in the procedures or techniques used to deliver
services. The adoption of a new reservation system in a travel agency, and the
design of new techniques for managing projects in a consultancy firm represent
examples of process innovations. Process innovations also refer to new or
significantly improved techniques, equipment and software in secondary
activities, such as purchasing, accounting, computing and maintenance. The
acquisition of new or substantial enhanced information and communication
technology (ICT) can be considered a process innovation if its aim is to improve
the efficiency and/or quality of support activity.

“A marketing innovation is the implementation of a new marketing method
involving significant changes in product design or packaging, product placement,
product promotion or pricing.” (OECD, 2005: 49)148) Marketing innovations try
to better responding to customers requests, entering in new markets, or newly
placed a product on the market, in order to grow the firm's sales. Marketing
innovation consists in the adoption of a marketing method not yet employed by
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the firm, substantially different from the firm’s existing marketing methods. The
new marketing method can be developed not only by innovating firms.
Furthermore, new marketing methods can be implemented for new and old
products. If product form and appearance change without modify the functional
specifications or user characteristics, that is if product design is changed, then one
can say that marketing innovations are changed, as a consequence of a
modification of marketing concept. A marketing innovation in product design is
the adoption of a substantial modification in the design of a furniture line in order
to provide it an appearance more enjoyable. New marketing methods in product
placement especially entail the use of new sales channels. Where for sales
channels means methods employed to sell goods and services to customers, and
not logistics methods. Examples of marketing innovations in product placement
regard the adoption for the first time of direct selling or exclusive retailing, and of
product licensing. Innovations in product placement can also refer to the
employment of new concepts for the presentation of products. As, for example,
the use of salesrooms for furniture that are reshaped basis on the themes, showing
to customers the products in fully ornate rooms. Again, new marketing methods in
product promotion entail to embrace new concepts for promoting a firm’s goods
and services. An example of new marketing methods in product promotion is
branding, that is the creation of a fundamentally new brand symbol, which aims to
place the firm’s product on a new market or provide a new image for the product.
Innovations in pricing regard the adoption of new pricing strategies to market the
firm’s goods or services. New methods for differentiating the price of a good or
service according to demand or for offering the possibility to customers to select
desired product specifications on the firm’s Web site and then see the price for the
specified product are considered innovations in pricing. On the contrary, new
pricing methods whose sole purpose is to vary prices by customer segments are
not innovations. Furthermore, periodical modifications in marketing instruments
are generally not marketing innovations. For such modifications to be marketing
innovations, they must embrace marketing methods not yet employed by the firm.
Therefore, for example, the employment of existing marketing methods to reach a
new geographical market or a new market segment is not a marketing innovation.
“An organisational innovation is the implementation of a new organisational
method in the firm’s business practices, workplace organisation or external
relations.”(OECD, 2005: 51)"%. Organisational innovations permit to enhance a
firm’s performance by decreasing administrative costs or transaction costs,
increasing workplace quality, obtaining no tradable assets or decreasing costs of
supplies. An organisational innovation entails the adoption of an organi